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SAŽETAK
Mnoga tranzicijska gospodarstva prošla su ili još 
uvijek prolaze značajne promjene. Ciljevi ovog 
rada jesu na primjeru pekarske industrije u Ru-
siji pružiti dublje razumijevanje i longitudinalnu 
perspektivu o tome kako se tranzicijski proces i 
institucionalne promjene u gospodarstvu odra-
žavaju na napredak neke industrije. Promjene 
na razini industrije nisu vođene samo gospo-
ABSTRACT
Numerous emerging markets have undergone 
or are still undergoing substantial transition pro-
cesses. The aim of this paper is to provide, on the 
example of the Russian bakery industry, a deep-
er understanding of and a longitudinal perspec-
tive on how the transition process and institu-
tional changes in the economy are refl ected in 































darskom tranzicijom već i strateškim odlukama 
sudionika na tržištu. Te su odluke povezane s 
intenzitetom i prirodom natjecanja unutar indu-
strije te pronalaženjem nove ravnoteže između 
suradnje i natjecanja u industriji. Istraživanjem 
se nastoji ostvariti doprinos postojećoj literatu-
ri kroz pružanje boljeg razumijevanja konteksta 
napretka industrije u tranzicijskom razdoblju. 
Primjenjujemo klasičnu analizu industrije kako 
bismo istražili ključne pokretačke sile konkuren-
cije. S druge strane, fokusiramo se na to kako 
sudionici u industriji odabiru mehanizme vla-
danja zamjenjujući prethodno postojeći sustav 
centralnog planiranja. Rezultati istraživanja po-
kazuju postojanu heterogenost unutar izabrane 
industrije, što rezultira bitnim razlikama u prirodi 
i procesu razvoja industrije.
industry level have been driven not only by the 
economic transition, but also by strategic choic-
es of market players. These choices are linked to 
the intensity and nature of the intra-industry ri-
valry and fi nding a new balance of cooperation 
and competition in the industry. The study aims 
to contribute to the literature by providing a rich 
contextual understanding of the industry evolu-
tion over the transition period. We apply classic 
industry analysis to investigating the key driving 
forces of competition. On the other hand, we 
focus on the manner in which industry players 
select a governance mechanism, replacing the 
previous centrally planned system. The fi ndings 
of the study demonstrate persistent heteroge-
neity within the selected industry, resulting in 
substantial diff erences in the nature and the 
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Emerging markets represent a signifi cant part of 
the world economy with a tendency to expand 
their share (Wilson & Purushothaman, 2003). Ac-
cording to Sheth (2011), “emerging markets are 
considered as natural laboratories in which theo-
ries and assumptions can be tested, new insight 
of value chain’s actors’ interactions and relation-
ships can be highlighted, new generalizations 
derived, and new elements of theories are oper-
ationalized in specifi c settings” (Seth, 2011, p. 2).  
Indeed, many emerging markets have under-
gone or are still undergoing substantial transi-
tion processes, linked to institutional changes, 
changes in the market landscape and structure. 
These changes have not only been driven by the 
economic transition, but also by the strategic 
choices of market players (Peng, 2003). This eco-
nomic and institutional shift has been a strong 
motivation for the companies to reconsider their 
strategies in the context of a changing industry 
landscape, appearance of new market players and 
reshaping the balance of power in the market. 
However, existing research claims that institu-
tional changes have a strong impact on the de-
terminants of inter-fi rm relationships, refl ecting 
changing structure of market players, their new 
role and the nature of rivalry in the industry. Exist-
ing research fi nds these processes to be strongly 
underinvestigated as far as transition economies 
are concerned (Johanson, 2008; Salmi, 2004). 
Moreover, some studies claim that adding the 
perspective of institutional context is required to 
even well-established concepts and frameworks 
(Narayanan & Fahey, 2005). This question fi ts well 
in the research agenda of how fi rms react to new 
rules in society and economy (Peng, 2003) by de-
fi ning their strategies, relational rules and struc-
tures of inter-fi rm cooperation and competition.
The aim of the paper is to provide a deeper 
understanding of and a longitudinal perspec-
tive on how transition process and institution-
al changes are refl ected in the evolution of an 
industry on the example of the Russian bakery 
industry. We are focusing our attention on the 
transformation process in a transition economy, 
implying that institutional and other macro-level 
changes will contribute to the nature of industry 
evolution over a relatively short period of time. 
Our main research questions are focused on the 
key driving forces of industry transformation and 
on the resulting industry landscape, including 
the strategies employed by industry players and 
the balance of competition and cooperation 
within the industry.
A dynamic development of market conditions 
and institutional changes in Russia over the 
last decades has led to a strong transformation 
(North, 1992). However, as one of the BRIC econ-
omies, Russia seems to be avoided in the overall 
academic discussion and remains an “enigma” 
(Economist, 2008) tor both researchers and prac-
titioners.  Existing research on Russia can be de-
scribed as fragmentary and capturing only some 
aspects of the transformation process. According 
to Ahlrstrom (2010), there is insuffi  cient research 
on how fi rms adjust their strategies to changes 
in the institutional environment that happened 
so rapidly in the case of Russia (Lasarev & Grego-
ry, 2007). 
An analysis of existing research on Russia refl ects 
a signifi cant gap in the investigation of the out-
comes of the transition process on company 
behavior. Despite attention to the macro- and 
micro-level of analysis, existing research on 
Russia lacks attention to the transition process 
at the industry level. There is no focus on how 
the transition process has aff ected the industry 
landscape or strategies of market players in the 
industry evolution context.
This papers aims at analyzing an evolutionary 
transformation on the example of one selected 
industry. The Russian bakery industry demon-
strates a transformation from a distribution-driv-
en system within the planned economy to a 
market-oriented industry structure. This change 
was determined by dissolution of the planned 































investigate how resulting transformation has led 
to the evolution of vertically integrated struc-
tures and to the formation of inter-fi rm alliances.
An additional contribution is to be provided by 
addressing the question of whether a strategic 
choice of companies in one industry over time is 
the same for the companies in diff erent regions. 
This question supports the statement about a 
substantial heterogeneity of emerging markets 
(Sheth, 2011; Djankov & Murrell, 2002; Hoskisson 
et al., 2000) and implications for a market analysis 
and a segmentation of these markets, suggest-
ing that the uniqueness and specifi city of each 
region or large city need to be taken into con-
sideration. Can we imply that, based on its de-
termination by the heritage of centrally planned 
economy, the market will change in a unifi ed 
way throughout the country? Or will there be 
several trajectories, determined by institution-
al change and the factors of strategic choice in 
competing with each other (Peng, 2003)?
The paper is organized as follows: fi rstly, we pres-
ent a theoretical basis of the study with the focus 
on the role of inter-fi rm relationships in adjusting 
the fi rms during the transition process; secondly, 
the methodology of the study and the levels of 
analysis are described; and fi nally, the results of 
the industry analysis with a focus on two region-
al cases of Saint Petersburg and Moscow regions, 






Existing research literature suggests that transi-
tion to a market economy is reasonable only on 
the condition that it improves effi  ciency of the 
economy and leads to overall superior perfor-
mance (Kolodko, 2000). Compared to centrally 
planned economy, market economy can be 
considered Pareto superior (Wagener, 2001, p. 1); 
however, the transition process leads to multiple 
challenges for market players, and its outcomes 
are subject to strategic choice made by fi rms.
Transition to a market economy has been con-
sidered in the literature “as a historical process 
of complex changes leading from the central-
ly planned economy … to an open economy 
based upon market coordination and domi-
nance of private property” (Kolodko, 2000, p. 
273). 
Market transformation is mostly considered 
to happen via a regulatory impact by policy 
makers. As Peng (2003, p. 280) says, “numerous 
publications in the market transition literature 
concentrate on state-level policies, such as lib-
eralization and privatization, and leave fi rm-level 
strategies relatively unexplored, other than the 
naïve belief that competitive strategies will ‘nat-
urally’ emerge”. However, transition processes 
can also contribute to an evolutionary transfor-
mation and substantial changes in the industry 
structure and market landscape. 
Conditions required for a successful transition 
include the development of new institutions 
(Peng, 2003; Puff er & McCarthy, 2007). Consid-
ering that institutions are “the rule of the game 
in the society” (North, 1992, p. 477), Peng (2003, 
p. 283) formulates the key question as “how do 
organizations play the new game when the new 
rules are not completely known?”. According to 
existing studies, in the circumstances of lacking 
institutional developments and unstable envi-
ronment, companies tend to rely on informal 
relationships and traditional values, while also 
exerting pressure on the authorities to progress 
with creating formal institutions (Puff er & McCar-
thy, 2007). Puff er and McCarthy (2007, p. 2) defi ne 
this phenomenon as the “institutional pull”. 
Considering an incremental pace of institutional 
change (North, 1992), the role of companies in 
creating institutional pull and infl uencing transi-
tion process is increasing. Market players create 
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cies. The transition process leads to the creation 
of rather informal, relations-based economic ex-
changes, instead of those based on formal rules, 
typical for more developed economies (Peng & 
Heath, 1996). According to Peng (2003, p. 276), 
fi rms in transition economies are moving away 
“from a relationship-based, personalized trans-
action structure calling for a network-centered 
strategy to a rule-based, impersonal exchange 
regime suggesting a market-centered strategy”. 
Such a perspective implies that changing re-
lationship structures will have a leading role in 
the industry evolution, requiring a longitudinal 
approach to investigate a changing market land-
scape and strategic choices of market players. 
1.1.  Industry analysis: a multi-
level approach
At the industry level of analysis, adding mac-
ro-level factors can provide an additional contri-
bution to understanding the strategic behavior 
of fi rms. Indeed, existing research on emerging 
markets claims institutional factors are of para-
mount importance (Shirokova & McDougall-Co-
vin, 2012; Puff er & McCarthy, 2011) when study-
ing emerging or transition economies.  
Traditional tools of industry analysis imply, but 
do not directly include the institutional context. 
Porter (1979) stated that the nature of competi-
tion in the industry is defi ned by fi ve forces, in-
cluding a degree of rivalry among existing com-
petitors, bargaining power of buyers and suppli-
ers, availability of substitutes and entry barriers 
to the industry. Their combined eff ect will have 
an impact on the attractiveness and profi t level 
in an industry; and if the fi ve forces are intense, 
the potential for any company in the industry 
to reach an attractive ROI will be low (Porter, 
2008). Moreover, Porter (2008, p. 81) claims that 
the “industry structure drives competition and 
profi tability, not whether an industry is emerg-
ing or mature, high tech or low tech, regulated or 
unregulated”. Despite the latter statement, there 
is evidence in recent Porter’s work (2008) that 
there is a chance of getting into pitfall, in looking 
at an industry, when keeping analysis static and 
ignoring industry trends. In other words, when 
an economy itself is changing, applying static 
industry analysis can still help identify an attrac-
tive industry and judge on the industry nature of 
competition and profi tability potential. However, 
these driving forces will not fully explain the na-
ture of the industry evolution. 
According to the original fi ve forces framework by 
M. Porter (1979), each element of the framework 
can be considered as having a favorable, neutral 
or an unfavorable eff ect on the industry rivalry. 
Also, there is a high interdependency between 
the elements of the framework (Grundy, 2006). 
A combination of factors, resulting in a unique 
industry landscape, is changing over time. In-
deed, according to existing research (Narayanan 
& Fahey, 2005), frameworks of industry analysis 
can be transformed in “a more dynamic model”, 
refl ecting, for example, multiple levels of analysis 
and widening the range of factors to be includ-
ed into consideration. 
Narayanan and Fahey (2005) suggest investigat-
ing the factors of competitive pressure (e.g. sub-
stitutes or low entry barriers) and growth drivers 
(e.g. industry innovations), in line with the tradi-
tional industry analysis approach at the industry 
level. In addition, they highlight the role of the 
macro-level and the micro-level perspective for 
the analysis of an industry life cycle. 
For example, when studying the application of 
the fi ve forces framework to emerging econo-
mies, they have suggested considering the insti-
tutional context, including such factors as trans-
action costs, capital fl ows and laws, governing 
rivalry, as infl uencing the way strategic decisions 
are made by fi rms in the context of emerging 
economies. Thus, the institutional context and 
other macro-level factors, including economic or 
technological ones, can be added to the indus-
try analysis to refl ect the realities of an emerging 
or transition economy. Industry evolution can 
thus be also investigated from the perspective 































stitutional context. From that perspective, it 
becomes relevant whether market players can 
infl uence the industry transition (that is, use the 
institutional “pull”) or whether they simply follow 
a certain path dependence, since their strategic 
choices are infl uenced not just by the industry 
factors, but also by the institutional context.
Finally, the micro-level refl ects the behavior of a 
particular fi rm in selecting a competitive strate-
gy. However, from the industry perspective, this 
behavior can be seen as an isolated strategy, a 
strategy within a dyadic relationship or within a 
wider network of relationships, since transition 
from a centrally planned to a market economy 
is embedded in social and relational structures. 
Thus, we can imply that any industry evolution 
would be associated with the change in industry 
structure links among fi rms, and the outcome 
of such change will not only refl ect the intensi-
ty and the nature of the competition, but also 
the balance between competing and coop-
erating within the industry. The resulting fi rm 
behavior is closely related to the selection of a 
governance structure, as fi rms face the need to 
decide on strategic options of interacting with 
each other via competition or collaboration, or a 
combination of both (Peng, 2003). This choice is 
both subject of macro-level changes and to the 
choice of a fi rm. Indeed, institutional changes 
lead to changes in the choice of the governance 
structure and contribute to a transformation of 
fragmented to integrated relationships (Johan-
son, 2004). 
1.2. Role of the governance 
mode choice in the 
industry context
In order to investigate the resulting balance of 
competition and collaboration at the industry 
level, as well as to understand fi rm behavior 
within the industry context, the framework of in-
dustry life cycle can be extended by adding the 
governance structure perspective (see Figure 1). 
Changes in the economy in the transition pro-
cess aff ect the use of knowledge, interaction and 
Figure 1: Dynamic model of the industry evolution analysis
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Figure 2: Alternative governance mechanisms
Source: Based on Power, 1990; Williamson, 1979
dynamics of inter-fi rm relationships (Johanson, 
2008). Firms need to change and re-structure 
relational patterns, while also establishing and 
maintaining their own position in a new, dynam-
ic network of partnerships (Salmi, 1996). As Salmi 
(1996) claims, major strategic challenge becomes 
related to the choice of a governance mode and 
an interaction mode within the continuum from 
pure transactions to strategic alliances.
Danese, Romano and Vinelli (2004) defi ne a reg-
ulating mechanism via synchronizing of activi-
ties of all involved sides. Discussion on the trans-
action costs of the interaction assumes co-exis-
tence of two regulating mechanisms – market 
and hierarchy (Coase, 1937). “This dichonomous 
view of markets and hierarchies sees fi rms as 
separate from markets or more broadly, the larg-
er societal context” (Powell, 1990, p. 297). When 
studying transaction costs, Williamson (1975) 
suggested that key transaction characteristics 
are uncertainty, frequency and investments, as 
governance structures. These are closely related 
to institutional changes and demonstrate the 
need to include them in the analysis of indus-
try evolution. Given a long-term duration of the 
contract and its complexity, a more transaction 
specifi c governance structure may be suggest-
ed, introducing relational contracting. This logic 
represents an addition to market- and hierar-
chy-based governance mechanisms, and pays 
attention to relationship norms or the social con-
text around the contract (Figure 2).
Based on the existing discussion, industry evo-
lution can also be seen as a fi rms’ choice of 
dominating governance mechanism. For transi-
tion economies, an almost “hierarchical” vertical 
planning has been replaced by the need to de-
velop a capability of “plan matching” (Johanson, 
2007). The emergence of a market economy has 
provided opportunities for purely transactional 
behavior, keeping up old relational structures or 
following vertical integration, or creating net-
work structures as an alternative governance 
mechanism.  
1.3. Industry as a network  
Domination of the relational approach, resulting 
in talking about the paradigm shift at the end of 
1990s, has contributed to a wider perspective of 
industry analysis.
Refl ecting this wider perspective of industry 
analysis, Moeller, Rajala and Svahn (2005) suggest 
looking at industry as a network. Indeed, a “mar-
kets-as-networks” tradition (Johanson & Mattsson, 
1994; Hakansson & Snehota, 2000) contributes 
to looking at individual markets and industries 
through the lenses of networks.  From this per-
spective, network is not only a governance mech-
anism, selected by fi rms in the industry, but also a 
way to defi ne and analyze the industry evolution 































According to Moeller, Rajala and Svahn (2005, p. 
1279), “industries are constituted of enmeshed 
networks of actors, making them often non-
transparent and dynamic. Management has to 
be able to identify and understand the value 
systems and the actors through which the mac-
ro network produces value for the end-custom-
ers”. Indeed, as Langley (1999) put it, strategy 
formation as a complex phenomenon is diffi  cult 
to isolate in research. The network tradition can 
help add to the richness of analysis when look-
ing at the industry transformation. Thus, the IMP 
group tradition can help in applying a dynamic 
perspective to looking at the industry transfor-
mation via such concepts as actor bonds, activity 
links, resource ties (Hakansson & Snehota, 1995). 
From that perspective, industry can be seen as a 
confi guration of actors and value activities.
Taking the network approach to look at an in-
dustry implies understanding to what extent 
fi rms in the industry choose between the alter-
natives of “managing” vs. “being managed” (Wil-
konson & Young, 1994), and how that choice is 
refl ected in the strategies of intra-industry coop-
eration vs. competition. As Ritter, Wilkinson and 
Johnston (2004) say, the term “to manage” can 
be seen from two perspectives, integrating pro-
active and reacting meanings, thus representing 
a strategic choice and a reaction to an ongoing 
transition in the economy.
The network of organizations is based on reg-
ulating mechanisms, considering multiple part-
ners, focusing on open-ended, mutual benefi ts, 
reciprocity norms and reputational concerns as 
methods of confl ict resolution (Powell, 1990). A 
bilateral governance (Williamson, 1975) concept 
was further developed in order to refl ect the 
diversity of cooperation formats (Webster, 1991) 
and the features of governance and selected 
regulating mechanisms. 
Depending on the nature of a network, its goals 
and resource levels (Moeller & Rajala, 2007), net-
works are powerful phenomena that cannot be 
avoided when analyzing industry transforma-
tion. 
Not occasionally, there is a very strong network 
and relational focus in existing research on Rus-
sia. Some studies are based on the macro-level 
approach, investigating the role of institutional 
change (Salmi, 2004), institutional infl uence on 
network characteristics (Jansson, Johanson & 
Ramström, 2007), formal and informal institu-
tions as a driver of business development (Puff er 
& McCarthy, 2011), including industry, via deter-
mining the choice of governance mechanism by 
industry players. Another group of researchers is 
investigating the level of a fi rm, adapting to the 
transition process (Halinen and Salmi, 2001, Ay-
ios, 2004; Belaya & Hanf, 2011). These studies have 
analyzed the adaptation to transition processes 
via relational strategies, focusing on such con-
cepts as trust, personal relationships and power 
as tools used by Russian fi rms to adapt their strat-
egies to the transition process. 
Both at the macro- and the micro-level of analy-
sis, researchers are very much focusing on the as-
pects of a social embeddedness of Russian fi rms, 
as a reaction to the transition process and econ-
omy transformation. This attention to the social 
embeddedness and relational strategies on the 
example of Russian fi rms fi ts well with the con-
cept of relational or network form of economic 
organization, refl ecting the view that “econom-
ic exchange is embedded in a particular social 
structural context” (Powell, 1990, p. 300). Thus, 
the strategies of fi rms in an industry cannot be 
isolated from the understanding of how the 
transition process infl uences the way in which 
fi rms interact with one another. 
2. METHODOLOGY
Our process is in line with the existing indus-
try research on emerging markets (Narayanan 
& Fahey, 2005). In our study, we investigate the 
industry landscape transformation by combining 
traditional industry analysis with the multi-level 
perspective, applying the network approach to 
the industry with a focus on the choice of dom-
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try market players. Moreover, we are taking a 
broader perspective on the industry analysis 
by combining a traditional industry framework 
with attention to the form of the governance 
mechanism selected by the market players 
(see Figure 3).
ing cause-eff ect relationships and the processes 
themselves within a single case. Thus, the criterion 
of the case choice becomes the most important. 
The method of case study involves a detailed 
analysis of a specifi c example to identify typical 
When studying the evolution of the bakery in-
dustry in Russia, we use the elements of Porter’s 
fi ve forces framework to investigate changes 
in the forces driving competitive pressure and 
industry attractiveness (1979). However, while 
following the changes which occurred in the 
industry, we also are going to highlight the role 
of the institutional context and the behavior of 
market players in selecting their strategy and 
governance mechanism. In other words, we are 
going to observe the way industry is changing, 
in line with changes in the regulation of the in-
teraction of industry players. 
The specifi c characteristics of the phenomena 
being studied require attention to the research 
method. Process phenomena are spread over 
space and time (Langley, 1999) and the most 
important requirement when studying them is 
to take the context into account. The traditional 
approach using quantitative methods inevitably 
leads to a simplifi cation of complex phenomena. 
Qualitative methods avoid such a problem (Jär-
vensivu & Törnroos, 2010). After years of fascina-
tion with quantitative methods, the last decade 
has seen a resurgence of qualitative methods 
(Ravenswood, 2011). The emphasis is put on trac-
properties and suppose they are common for 
the class of analyzed phenomena (Ravenswood, 
2011). Moreover, the case study method has sev-
eral useful characteristics, distinguishing them 
from quantitative research methods, such as: 
they provide an opportunity to answer the ques-
tion of how or why something happened, they 
do not require control over behavioral events, 
and they are oriented to current events (Yin, 
2002; Kyj & Kyj, 2010). Existing research shows 
that the results obtained in the case study can 
be extrapolated if the cases themselves are cho-
sen scientifi cally correctly and in accordance 
with the purpose of the study (Riege, 2003).
The current study focuses on an in-depth longi-
tudinal investigation of a single industry on the 
example of the Russian bakery industry. The se-
lection of the Russian bakery industry for analysis 
is based on its dynamic development: indeed, 
over the last 20 years, the industry has overcome 
a substantial decrease in production, with con-
sumers’ preferences also changing rapidly. 
Empirical data was collected as follows. Firstly, 
documents of an industry association were an-
alyzed. These included the minutes of regular 
Figure 3: Methodology of the study































industry member meetings, an entrepreneurial 
codex of the association etc. This analysis al-
lowed identifying key problems and specifi cs of 
the interaction among market players, as well as 
tracing the evolution of the industry through the 
years of transition. 
Data collection took place by in-depth 
semi-structured interviews with industry repre-
sentatives; 11 interviews in total were conducted 
with industry experts from two largest cities in 
the country – Saint Petersburg and Moscow (see 
Table 1).  These largest Russian cities have a high-
er business concentration and better established 
relationship structures.






“Karavay”, St. Petersburg Production and 
distribution director
“Khlebniy Dom”, St. 
Petersburg
General Director











“Nastyusha”, Moscow The respondent 
agreed to take part 
in the interview 
on condition of 
anonymity
“Cheryomushki”, Moscow Commercial Director
“Khlebniy Dom”, Moscow Regional Manager
“Gildia Pekarey” Industrial 
Organization, Moscow
The respondent 
agreed to take part 
in the interview 
on condition of 
anonymity
“Zarya”, Moscow Marketing Director
All interviewees occupy executive positions either 
at the industry’s leading market players or in in-
dustrial organizations. Transcripts of all interviews 
were made and coded in accordance with the cod-
ing form, developed in advance. The interviews 
were held by telephone or in person. The length 
of the interview varied from 40 to 90 minutes. The 
interview was subsequently transcribed with the 
permission of the interviewee. Most respondents 
gave a permission to cite their answers. The coding 
guide was developed and all researchers who took 
part in the study were familiarized with it. 
All interview materials were used for the con-
tent analysis. The methodology for the analysis 
was developed on the basis of previous research 
(Krippendorff , 2004), enabling to conduct an ob-
jective, systematic and replicable analysis (Enge-
len & Brettel, 2011).  
Following the narrative, we studied the nature of 
the constructs used by respondents, as well as 
the frequency of references to diff erent concepts 
and relations among them. The frequency of ref-
erence was then used for a component frequen-
cy analysis (Weber, 1990). Such analysis allows 
not only a verifi cation of the most important 
concepts in the industry, but also analyzing the 
nature of linkages among them. Three qualifi ed 
coders were involved in the content analysis. The 
results showed a high level of agreement among 
the coders (cross-researcher reliability) (Krippen-
dorff , 2004), which stood at 81% on average 
(ranging between 71% and 96%). Such a level 
of cross-researcher reliability corresponds to this 
type of research (Krippendorff , 2004). Then, all 
the disagreements were discussed and a con-
sensus was reached on all controversial points.
According to the process theory, when study-
ing complex phenomena, it is possible to focus 
on the data with temporal embeddedness as a 
way of helping explain strategic choices in the 
industry. Another recommended approach is to 
use visual the mapping strategy to present large 
quantities of information (Langley, 1999). Thus, all 
key events were highlighted and refl ected in a 
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3.1.  Market description 
and industry evolution 
analysis
Before the 1917 revolution, small factories pros-
pered in the Russian bakery industry, but were 
mostly destroyed with the introduction of the 
centralized production policy. To supply the 
population with bread and to support the sup-
ply in case of a war, the policy of “a bakery for 
each region” was introduced. This involved the 
creation of excess capacities in comparison with 
the current level of demand, shaping the indus-
try specifi cs both during the Soviet era and af-
terwards, during the transition period. This factor 
has contributed to challenges faced by market 
players after “Perestroyka”. 
World War I saw a conclusion to the centralization 
of production, which destroyed remaining small 
bakeries that did not meet the centralized eco-
nomic policies. After World War II, the strategic role 
of bread supply increased and, hand in hand with 
the centralization, led to the formation of regional 
bakery markets. Thus, the industry became repre-
sented by centralized production centers operat-
ing on the regional basis. This regional orientation, 
in turn, had a role after the “Perestroyka” in helping 
many local producers to survive, as large national 
players did not immediately win the market.
The bakery industry in Russia has always been or-
ganized on a geographical basis despite its cen-
tralized planning system. From the beginning of 
the Soviet era until 1992, all bakeries were parts 
of territorial industry communities. During 1992-
1993, they were all privatized and established as 
separate enterprises. Nevertheless, the markets 
are still regional and most competitors try to 
place their manufacturing as near the distribu-
tion channels as possible. 
After privatization in early 1990s, 20 separate 
bakeries and confectionary organizations were 
formed in Saint Petersburg and twice as many 
in Moscow. None of those enterprises had a 
real brand identity or a brand name: large-scale 
bakeries were mainly distinguished numerically. 
However, some of them had a specifi c product 
range and thus a loyal customer base that linked 
their products with the name of the producer. It 
can be argued that suppliers were mainly pro-
duction-oriented, instead of focusing on cus-
tomer needs.
The role of such supplier orientation in Russia 
during the Soviet time has been highlighted 
in the existing literature (Farley & Deshpande, 
2005), while a shift to customer-oriented practic-
es started after the collapse of the Soviet Union. 
Higher uncertainty and the need for adaptation 
and mutual planning have forced the fi rms to 
seek cooperation partners and adapt mutually 
by adjusting their planning approaches (Johan-
son, 2007). But even until now, “despite recent 
positive developments in the Russian market, 
the heritage of the centralized planning oriented 
command economy is still evident” and has an 
impact on inter-fi rm relationships along the de-
mand chain (Lorentz & Ghauri, 2010, p. 243).
Due to a regional nature of the industry organi-
zation, no inter-fi rm relationships in the industry 
were developed until the launch of the “per-
estroika” in 1990s (Kyj & Kyj, 2010). It can be ex-
plained by the fact that the plan-oriented econ-
omy was changing, thus leaving less space for 
supply orientation. All players had to survive in 
the new economic conditions and, being com-
petitors, they had to cooperate to achieve sever-
al common goals.
The industry has suff ered a dramatic decrease in 
production volumes in the last 20 years. Produc-
ing 18.3 million metric tons in 1990s, the bakery 
industry has faced a decrease by 10 million in 10 
years. Thus, production volumes were just 8.3 
million tons by 2000, and continued decreasing 
over the next decade to stand at 6.9 million tons 
by 2010. Production volumes continue to de-
crease by 1.5-3% annually. The industry return on 
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Figure 4: Russian bakery industry evolution (1990-2010)
to 13.8% for the US economy in 1990-2006 (Por-
ter, 2008; Grundy, 2006). 
The scheme of industry evolution presented in 
Figure 4 was built on the basis of critical events 
and milestones, highlighted by industry repre-
sentatives during the data collection phase. They 
indicate what have been the drivers supporting 
strategic choices made by the fi rms in relation to 
cooperation, competition and building vertically 
integrated hierarchies via mergers and acquisi-
tions. These examples, in other words, illustrate 
the drives, guiding the fi rms to select the gov-
ernance mechanisms among market, hierarchy 
and interaction. We have classifi ed them as fa-
vorable or unfavorable drivers for the industry 
attractiveness (Porter, 2008). 
3.1.1. Threat of new entrants
The transition to the market economy paved 
the way for both new regional and internation-
al market players to enter the market. Together 
with the decentralization eff ect, this resulted in 
a strong increase in competition. Standardized 
nature of most production in the early 1990s 
meant that customers could easily switch to 
other products. The fi rst industrial organizations 
were founded in 1990s – these included the in-
dustrial association in Saint Petersburg, followed 
by an association in Moscow and a national as-
sociation. A wave of mergers and acquisitions 
in turn lead to the creation of leading produc-
ers, accumulating a large market share. After the 
fi nancial crisis of 1998, multiple new business 
formats appeared, contributing to the industry 
diversity. A decrease in product quality in mid-
2000s provided room for multiple small market 
players. However, already in the second half of 
the 2000s the national market was formed, lead-
ing to the emergence of national market players. 
3.1.2. Bargaining power of 
suppliers 
Demand for capital investments in the industry 
is enormous. The problem of obsolete equip-
ment fi rst appeared in 1990s. Nowadays, the 
degree of equipment obsolescence is about 65-
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of resources to invest in equipment renewal and 
innovations, considering that most market play-
ers have exceeding capacities due to historical 
factors. Equipment represents a large part in the 
investment programs of market players, thus 
making companies price sensitive. Growth in the 
grain prices has also contributed to weakening 
the positions of industry players. 
3.1.3. Bargaining power of buyers 
As the government still positions bread as a 
“social product”, it continues regulating bak-
ery industry prices. Together with the pressure 
coming from retail chains, this is one of the neg-
ative factors for the industry development. Retail 
chains represent a growing power in the Russian 
economy, and many of them off er their own bak-
ery products.  
Rising customer expectations demand product 
innovations, introduction of premium quality 
products, expansion of product lines, growing 
demand for freshly baked bread, bread for con-
sumers with special dietary requirements etc. In-
deed, in the Moscow market about 15% of daily 
consumption is represented by added-value bak-
ery products, mostly product with healthy ingre-
dients. This trend is particularly important, in the 
light of a general decrease in demand for bread 
and dramatically falling production volumes. 
3.1.4. Threat of substitutes
Threat of substitutes was not very high in 1990s. 
The 1998 economic crisis resulted in the devel-
opment of new business formats and a severe 
product quality decrease, leading to increased 
industry cooperation and agreements on quality 
control. During this time, stronger market players 
were able to strengthen their position and im-
prove customer loyalty. 
Nowadays, while 75-80% of the national market 
is represented by larger market players, a grow-
ing trend sees the emergence of small innovative 
bakeries. These, as well as larger innovative com-
panies, are following the demand for a healthier, 
diff erentiated product range. One of the largest 
industry innovations in the Russian market was 
the introduction of packaged bread by Fazer 
in the north-western part of Russia. Particularly 
strong growth of product variety started after 
2000, leading to a change in perceptions and 
expectations of customers. There are hardly any 
high switching costs for customers nowadays, 
challenging market players and making them 
become more market- and customer-oriented.
3.1.5. Rivalry among competitors 
Competitive forces contribute to the nature of 
competition in the industry and to the industry 
attractiveness. Rivalry between current industry 
players can be analyzed not only from the angle 
of rivalry intensity, but also with regard to the ba-
sis on which they compete (Porter, 2008). 
Decentralization in 1990s led to weakening com-
petition in the industry. However, a subsequent 
industry development resulted in strategic de-
cisions related to selecting not market so much 
as hierarchy- and network-based governance 
mechanisms. Thus, following intensifi ed compe-
tition in 1990s, a wave of internal mergers and 
acquisitions took place by 1995, on the one hand. 
On another hand, an alternative strategy was 
presented the by emergence of market-oriented 
intra-industry cooperation in 2000s. This trend 
towards industry cooperation, however, was not 
universal for the national market, but was rather 
typical for the Saint Petersburg region. 
The economic crisis of 2008 had a positive im-
pact on the company choice of the networking 
governance mechanism, leading to new forms 
of cooperation, including collaborative innova-
tions and joint product development, co-brand-
ing practices etc. 
Thus, we can argue that not only intensity, but 































changed over the last two decades. Transforma-
tion of inter-fi rm relationships in the industry was 
closely related to changes in the strategic orien-
tation of market players, shifting from a supplier 
to a market orientation, and linked to the choice 
between the market, interaction and hierarchy 
governance mechanisms. 
While a plan-oriented economy lead to suppli-
er orientation, with a shift to a market–orient-
ed economy the orientation of companies also 
changed, infl uencing existing forms of cooper-
ation. Results of data analysis indicate that with 
economic instabilities in the 1990s the main 
forms of inter-fi rm relationships were used to ei-
ther attract investments or to represent industri-
al companies’ interests towards authorities and 
natural monopolies in court proceedings. In oth-
er words, cooperation was aimed at increasing 
the bargaining power of industry players. Fur-
thermore, with a growing power of consumers 
and, thus, retailers, industry players turned to 
more market-oriented cooperation forms, in-
cluding marketing and brand cooperation, as 
well as special products co-production. More-
over, the entry of foreign market players and 
resulting cooperation with foreign companies 
also had an impact on the emergence of new 
forms of inter-fi rm relationships. For example, 
the introduction of packaged bakery goods 
(by Fazer together with Khlebniy Dom) made 
national competition possible by prolonging 
the product life and extending the sell-by date. 
Another driver of inter-fi rm relationships devel-
opment was the economic crisis, causing a new 
wave of cooperation development as compa-
nies faced new challenges in all economical 
changes.
Probably one of the most important fi ndings 
though is that, while similar forces had an impact 
on the industry nationwide, there were very dif-
ferent outcomes for the industry evolution. Thus, 
two regions under examination in this study led 
to diff erent outcomes for the industry landscape 
which are going to be discussed in detail in the 
next two paragraphs.  
3.1.5.1. Saint Petersburg market
Industry development in the St. Petersburg re-
gion has resulted in a highly concentrated in-
dustry structure. There are three main market 
players in the market (see Table 2), holding about 
70% of the market share. During a wave of merg-
ers, most companies gathered under one cor-
porate brand, but some of the smaller compa-
nies’ brands still remained in the market (mostly, 
under agreements of brand-cooperation), while 
some left the market. 
The Saint Petersburg market is highly innovative. 
Instead of producing standardized products only 
(there are some types of products well-known 
by consumers, which were previously produced 
by regional bakeries, all using the same technol-
ogy), companies are fi ghting for customer loyal-
ty, trying to introduce new products. But as their 
technology base is quite similar, all innovations 
are quickly copied by competitors. Some com-
panies have specifi c technologies, providing 
motivation for subcontracting relationships with 
one of the leading producers and production 
under their brand. It is a good solution for small-
er companies as well, since they constantly need 
to load their capacities. 
This interdependence might also mean that 
companies realized there was unwillingness to 
compete strongly in the market, so they tried to 
cooperate in some areas of business, while stay-
ing in competition with others. It is mostly seen 
in new specifi c product development areas, re-
quiring an innovative approach, non-customary 
ingredients and specifi c equipment. Such de-
pendence can be highlighted by the answers of 
our respondents: 
“It is normally working, when a big compa-
ny does not have any specifi c equipment, or it 
doesn’t produce any niche products. Then, they 
try to cooperate with smaller fi rms, specializing 
in a small range of innovative products, with 
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“Yes, we invested a lot into our ingredient sup-
plier. We needed specifi c technology which did 
not exist in Russia. So, we developed it together. 
And since then, we have had strong lasting rela-
tionships with our suppliers,” (General Director of 
“Khlebniy Dom”).
Moreover, market players are interested in mar-
keting cooperation, such as, co-branding prac-
tices, in order to outperform competition and 
meet consumer expectations: “Brand coopera-
tion is really important now, when we consider 
consumers. I mean, consumers want more and 
more, they want new innovative products, spe-
cifi c technologies etc. On the other hand, they 
prefer their brands and are quite loyal to what 
they use. That is why we use brand cooperation 
for our innovative products, which we produce 
with our partners,” (Commercial Director, Chery-
omushki)
Indeed, current situation in the bakery industry 
is characterized by increasing power of retail 
chains, frequently supported by the introduction 
of private labels and, thus, leading to increased 
competition. Distributors force producers to sell 
their products under private labels. Moreover, 
retailers use private label co-branding, putting 
the original product and producer’s name on 
the packaging, which is very unfavorable for the 
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producer because of intensifi ed competition. 
Otherwise, when a producer rejects such an of-
fer, it is very simple for the retailer to terminate 
the relationship and fi nd another contractor, ea-
ger to work under suggested conditions. 
As the research fi ndings indicate, industrial co-
operation helps market players to work against 
this type of unfair competition. Moreover, coop-
eration has signifi cant importance in defi ning 
the market situation. A crucial role is played by 
the industry association, founded in 1993, at the 
very beginning of the transition process. Its main 
goal is to represent industry interests in court 
proceedings against authorities and natural mo-
nopolies. 
Several intra-industry infrastructural projects 
were initiated by the association: an insurance 
company, a retirement fund, a leasing compa-
ny, an accounting subcontractor, a subsidiary 
of an independent registrar etc. With the de-
velopment of fi nancial markets, however, these 
intermediaries have lost their relevance for the 
industry, and now association deals mostly with 
pricing and ethical behavior issues through im-
plementing a coherent strategy towards neg-
ligent contractors and distributors practicing 
discrimination against the producers. The indus-
try association is currently developing its own 
trademark to have a sign of quality proof in the 
region. By now, however, only small producers 
are interested in such cooperation with the in-
dustrial organization.
3.1.6. Moscow market
The Moscow bakery market is much more com-
petitive than the Saint Petersburg one, as a lot 
of the bakery products sold in Moscow are pro-
duced in other regions and regional manufac-
turers can hardly cope with the competition. 
Being stuck in price wars, they permanently 
fi ght for governmental orders. The product 
quality on this market is also worse than in Saint 
Petersburg. 
Inter-fi rm relationships are less developed in Mos-
cow than they are in Saint Petersburg because 
main players are vertically integrated structures, 
less interested in any form of cooperation. 
Currently, there are 153 bakeries operating in the 
Moscow market, including 18 large–scale pro-
ducers, holding more than 60% of the market 
share. Historically, most large-scale bakeries be-
long to the vertically integrated milling compa-
nies, the biggest of which is “Nastyusha”, holding 
about 35% of the market. “Nastyusha” needs to 
distribute the fl our and make the bakeries com-
pete for big government orders, forcing them to 
save on quality as much as possible. 
In the Moscow market, producers compete for 
the big orders to load their capacities; in Saint Pe-
tersburg, they try to fi ght against governmental 
dumping strategies through cooperation. 
Since the economic situation changed to in-
clude more market-oriented conditions, compe-
tition has increased signifi cantly, causing several 
qualitative changes in the industry and being 
signifi cant for all players operating in the mar-
ket. However, as industry analysis and interview 
results demonstrate, market players in Moscow 
have selected a market or hierarchy governance 
mode, based on competition and an oppor-
tunistic approach, compared to a cooperative 
mode in the Saint Petersburg market. For exam-
ple, the Commercial Director of “Cheryomushki” 
(Moscow) suggested: “We compete with every-
one. We compete with other players, we com-
pete with our suppliers, we compete with retail 
chains on private labels etc. On the other hand, 
we always try to fi nd possibilities to cooperate 
on some deals with our stakeholders.”
Analyzing the most frequent concepts discussed 
by interviewees, we observe a distinct diff erence 
between Saint Petersburg and Moscow mar-
kets. Stronger competition and, thus, a greater 
signifi cance of governmental orders in Moscow 
cause lower product diff erentiation and, as a re-
sult, a higher threat of price competition. More-
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frequently that they had not experienced any 
qualitative changes in the last 20 years, and that 
competition is much stronger in their region 
than in others. Operating with no cooperation, 
they suppose all players to be competitors. 
3.2. Regional diff erences in 
industry evolution
Identifi ed diff erences have been shaped by sim-
ilar driving forces existing in the market during 
the transition processes, but resulting in diff er-
ent strategic choices by market players. Devel-
opment of closer cooperation in the industry 
appeared in Saint Petersburg earlier than in 
Moscow, and that diff erence in the level of in-
dustry cooperation has not been compensated 
by Moscow market players until now. The cause 
of this variance can be explained by diff erent 
consumer preferences, existence of vertically in-
tegrated structures, holding more than a half of 
the market share and supporting supplier orien-
tation of the fi rms. Our data, collected during the 
interviews, illustrates such a situation. 
“In Moscow, most of the bakery business is held 
by milling companies. Thus, bread producers 
are forced to align with their strategy. And this 
strategy does not mean innovation or cooper-
ation; milling companies need mill distribution 
systems and bread producers to compete for 
government orders by dumping prices. Most of 
them don’t have a marketing department at all 
– they just don’t need it,“ (Commercial Director, 
“Cheryomushki”, Moscow)
Despite the fact that all players had to survive in 
new economic circumstances and, being com-
petitors, they tried to cooperate to achieve sev-
eral common goals, Moscow and Saint Peters-
burg respondents have highlighted diff erent key 
concepts related to the industry evolution.
There were some concepts, similarly highlight-
ed by representatives of both regional markets. 
Concepts, frequently mentioned in the inter-
views, can be used to describe the industry itself 
(Shapiro & Markoff , 1997). Such concepts give us 
an overview of contemporary challenges, faced 
by industry players.
Based on the analysis of the interviews, we can 
state that the market has faced increasing com-
petition over the years of transition to the mar-
ket economy and entry of new market players, 
as well as consumer expectations growth. Both 
markets were forced by the industry evolution to 
develop distribution strategies, thus forcing the 
fi rms to turn away from a production orientation 
to the market. 
However, the Moscow market is much more 
characterized by price competition and a focus 
on standardized production, while respondents 
from the Saint Petersburg market highlighted 
the need for innovations and joint product de-
velopment with partners as part of cooperative 
actions. Diff erent strategies result in a greater 
product variety in the Saint Petersburg market.  
“We work together both in Saint Petersburg and 
Moscow. These markets are absolutely diff er-
ent. It’s absolutely impossible to compete with 
Moscow producers with standardized products 
– their prices are extremely low. We can only sell 
our new innovative products there – Moscow 
producers are not interested in that kind of busi-
ness,” (General Director, Khlebnyi Dom).
We see that Saint Petersburg producers are not 
only infl uenced by their own regional market 
situation, but they also consider the trends and 
company strategies in the Moscow market. The 
strategies, highlighted by Saint Petersburg re-
spondents – a focus on innovations and con-
sumer demand, seem to become strategically 
important for them to compete in both regions. 
Moreover, Saint Petersburg interviewees testify 
to a substantial evolution of cooperation in the 
industry, contributing to the expansion of the 
forms of intra-industry cooperation, including 
such forms as ingredients production, brand co-
operation and lobbying against the hostile de-































“There is no such term as ‘cooperation with re-
tail’. As producers, we fi ght for everything – the 
assortment, prices, delivery and payment terms. 
Here (in Saint Petersburg), our industrial organi-
zation is a real help.”
At the same time, Moscow respondents do not 
report that industry structure or cooperation is 
changing over time in any way; the nature of in-
dustry cooperation in Moscow is still limited to 
subcontracting. 
These trends and evolution in the industry are 
resulting in a quite diff erent market landscape of 
the bakery industry in Moscow and Saint Peters-
burg. Identifi ed diff erences between the mar-
kets are highlighted in Table 3.
4. CONCLUSION AND 
DISCUSSION
Based on the industry analysis and insights from 
the interviews, we can witness how the market 
has been evolving over the 20 years of transition. 
In a certain way, fi rms were opting for alternative 
approaches to reduce the uncertainty of busi-
ness and regulatory environment. On another 
hand, fi rms were optimizing transaction costs via 
stabilizing market landscape. The evolution path 
or trajectory should, theoretically, refl ect choices 
made by a fi rm governance mechanism during 
the transition process – either a market, interac-
tion/network-based one or a hierarchy-based 
one. 
Our research constraints echo the work of Farley 
et al. (2005), Johanson (2007) etc., enriching the 
existing limited stock of knowledge on current 
condition and context of Russian inter-fi rm rela-
tionships. Analyzing the market, we found that, 
despite rising competition, cooperation plays a 
crucial role for the companies; moreover, they 
are constantly searching for balance between 
cooperation and competition. 
Indeed, as Porter (2008) said, industry change 
provides opportunities to be spotted and po-
tential strategic positions that could be select-
ed based on understanding the nature of the 
change. Thus, “structural changes open up new 
needs and new ways to serve existing needs; es-
tablished leaders may overlook these or be con-
strained by past strategies from pursuing them” 
(Porter, 2008, p. 90). Thus, driven by the same forc-
es, industry rivalry has undergone different trans-
formation in two regions, resulting in two distant 
market landscapes. 
Table 3: Diff erences between the markets
Moscow market Saint Petersburg market
Market concentration
Low (60% of the market belong 
to 18 producers)
High (70% of the market belong to 3 
producers)
Competition
Extremely high (price wars, fi ght 
for governmental orders)
Moderate (powerful industrial 
organization, willingness to 
cooperate)
Innovativeness
Low (standardized goods for 
governmental orders)




Extremely low (high retail chains 
power, high milling companies’ 
power)




Low (competition for big orders) 
& vertical integration
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Current business environment in the industry 
evolution has led to the development of organi-
zations where fi rms cooperate and compete si-
multaneously (Brandenburger & Nalebuff , 1996). 
Although the concept of co-opetition has met 
sustainable critique (Armstrong & Clark, 1997), a 
number of authors (Brandenburger & Nalebuff , 
1996; Lado, Boyd & Hanlon, 1997; Gnyawali & 
Madhavan, 2001) have recently emphasized the 
increasing importance of co-opetition for to-
day’s inter-fi rm dynamics. 
Most inter-fi rm relationship forms in the market 
can be evaluated as an enforced response to 
market challenges. Companies get involved in 
subcontracting agreements, collaborative in-
novation projects and other forms of inter-fi rm 
relationships since they all face increasing com-
petition and growing customer expectations 
simultaneously with exceeding capacity and 
highly standardized product lines.
We found that the current stage of inter-fi rm rela-
tionship development is diff erent in two biggest 
Russian cities: Moscow and Saint Petersburg. The 
Moscow market is much more competitive: due 
to historical development producers compete 
for big orders to load their capacities; in Saint Pe-
tersburg, they try to fi ght against governmental 
dumping strategies through cooperation. 
With regard to the applied data analysis meth-
od (content analysis (Krippendorff, 2004)), we 
were able to make conclusions on the main 
issues in the industry concerning the impor-
tance of concepts and the linkages between 
them.
Firstly, the concept of increasing competition 
was mentioned by all interviewees. We also dis-
covered several infl uential market trends, such 
as the need for innovations, consumer expecta-
tions growth and bread consumption decrease 
etc., which force companies to cooperate. Ac-
cordingly, we observed the co-existence of com-
petition, and cooperation among industry play-
ers. The type of cooperation, though, has con-
stantly been changing, including such forms as 
subcontracting, distribution system, ingredients 
production, brand cooperation, government 
relationships, joint product development. We 
also confi rmed our suggestion about industrial 
diff erences in Saint Petersburg and Moscow. The 
main diff erences between the two regions, as 
mentioned by the respondents, were in the level 
of competition, product variety and consump-
tion cultures. Nevertheless, the strongest infl u-
ence on the diff erence was found in the nature 
and forms of cooperation. 
Tracing the development of inter-fi rm relation-
ships, we conclude that the main driving force 
of inter-fi rm relationships in the industry is the 
changing strategic orientation of the fi rms in 
the market. While the plan-oriented economy 
led to supplier orientation, the shift to the mar-
ket economy also changed existing forms of co-
operation and off ered a strategic choice to the 
market players in diff erent regional markets. In 
the 1990s, due to an unstable economic situa-
tion, the main forms of inter-fi rm relationships 
were used to either attract investments or to 
represent the interests of the companies in the 
industry in court proceedings against authorities 
and natural monopolies, thus compensating for 
market ineffi  ciencies and representing the “in-
stitutional pull”. Further on, with the growing 
power of consumers and, thus, retailers as well, 
industry players turned to more market-oriented 
cooperation forms, including brand cooperation 
and special products co-production. Probably 
one of the most interesting results, supporting 
a heterogeneous nature of emerging markets, is 
that despite 20 years of transition, markets which 
were historically organized on the regional basis 
have become substantially diff erent in terms of 
the nature of the market, including the role of 
competition and cooperation, market strategies 
and their strategic choice on the whole. In oth-
er words, by responding to the same changes in 
the institutional environment, the fi rms in two 
regions have selected diff erent modes of behav-
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